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This research undertaken to investigate the perception of Investors and Corporation Companies in sale and leaseback 
transactions in Malaysia, in terms of factors that influence the corporate firm to be involved in sale and leaseback 
transactions, the benefits and disadvantages of sale and leaseback. The main finding reveals that each of the Investors 
has different objectives and strategy in property investment industry while most of the Corporation Companies are 
from the manufacturing, sales and services background and they are not professional real property investor.  
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1. Introduction 
A sale and leaseback is a special financing technique that is used in some markets. It is often used 
between large investors and large manufacturing firms. The normative sale and leaseback transaction is 
one in which the owner of a property sells that property to a third party and simultaneously takes a lease 
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on that property from the third party (Adams and Clarke, 1996). In other words, the original owner sells 
the property to an investor, who immediately becomes his landlord. 
It is a valuable way of releasing the capital needed to construct such buildings and often essential if a 
rapid expansion programme requires a constant supply of new buildings. The burden of finding sites and 
achieving planning permission lies with the future occupier or a developer partner. These are the best 
people to make a case for development, especially for difficult sites.  
Sale and leaseback is also used by freeholders who have been owner occupiers for some time as a way 
of releasing the capital tied up in their real estate. The deal that can be achieved will depend on the quality 
of the business and the buildings. Businesses that have been successful and have strategies for the future 
which would suggest that success will continue are essentially attractive to institutional investors, even 
before the real estate is considered. The funds released to the business can be used for future growth. 
Consequently, reducing assets by the sale and leaseback of real estate and proceeds in operations that 
improve the cash flow may even enhance rather than restrict future loan finance. 
2. Literature Review 
Sale and leaseback is currently enjoying a new wave of popularity among some corporate occupiers. It 
was seen as a quite straight forward means of releasing capital that was ‘locked up’ in real estate (Dasso 
and Kuhn, 1987). In Real estate, sale and leaseback transactions allow the seller to get instant access to 
working capital while saving money on taxes at the same time (Spiro, 1996). The seller would sell its 
commercial property according to market value and then immediately leaseback the property. The 
transaction involves only two parties instead of three. It gives the seller access to capital for other 
investments, while still being able to use the leased property. The true value of property to an occupier 
lies in using them, not owning them. That is why sale and leaseback is becoming an increasingly popular 
form of financing (Jaffe and Sirmans, 1986). 
The largest and highest profile sale and leaseback arrangements usually involve land and property. A 
wide range of assets can be sold and leased back. The main requirement is that they are capital assets that 
may be subject to a long term lease. The rental payments over the term of the lease may be negotiated to 
amortize the purchase price of the property and to yield a satisfactory rate of return (Spiro, 1996).  
2.1. Characteristics of sale and leaseback 
A sale and leaseback can be beneficial for the buyer and seller alike. The seller attains a lump sum of 
cash quickly and the buyer acquires a lower than market value purchase price, along with a long-term 
lease at a premium rate. The characteristics of sale and leaseback are in view of aspects from both 
property investors and operating companies, which are likely to consider in subsequent sale and leaseback 
transactions. They are: 
2.1.1. Capital Asset 
Sale and leaseback consists of buying and selling capital assets, thereby making up both the demand 
and supply side of the capital markets. Through the process of buying and selling, investors determine the 
market values of capital assets, that is the prices at which these assets trade. In deciding the prices at 
which they are willing to purchase, investors consider the fundamental characteristics of the assets’ future 
cash flow prospects (Geltner, et al., 2007). While the owner of the building, also consider the nature of 
the capital markets in which the property trade and the factors that may affect the market prices at which 
property can trade.    
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2.1.2. Financing Tool 
Sale and leaseback is also used as financing tools in certain instances of company acquisition. In order 
to reduce the up-front cash needed to acquire a company, a buyer may arrange a sale and leaseback of 
property owned by the company to be acquired. At the same time with the closing of the acquisition, the 
building are sold to an investor which offers an income by producing property while the former owner 
receives cash or other consideration and the continued use of the premises with no interruption in its 
operation (Wiedemer, 1999). 
2.1.3. Yield and Return 
The term yield is used in sale and leaseback to describe a measure of the expected return.  In 
determining which buildings to be transacted through sale and leaseback, the investor will calculate the 
investment yield and rate of return likely be obtained by investing equivalent capital from the property 
(Spiro, 1996).  The sale and leaseback transaction contains an option to the seller to renew and sometimes 
to buy back the property at a future date.  
On the seller perspective, Devaney and Lizieri (2004) state that most businesses can expect their 
normal trading activities to achieve a considerably greater return than that which could be expected from 
property yields. They argue that the holding of operational property has a disadvantages effect on the 
value of the business. Hence, if the capital locked into property were to be released and re-deployed in the 
business, that business could be more profitable. Holding both the business and the operational property 
within a single company will affect the company’s accounts. Placing them into separate entities can 
overcome this and in the same time it beneficial for both parties where the buyer enjoy high return and 
yield on the property while the seller enjoy high return and yield on the on-going business (Spiro, 1996). 
2.1.4. Quality of Asset 
A sale and leaseback is generally long term basis and required property assets that must be of sound 
quality. While sellers are looking to free up capital to reinvest in their core business, investors are looking 
for a predictable investment return for a period of time (Isaac, 1998). Unlike other types of transactions, 
sale and leaseback places as great an emphasis on the seller-lessee financials as they do on the 
characteristics of the asset itself. As with all real estate transactions, asset quality (age and functional 
utility for reuse), asset location and lease structure will be considerations in the pricing.  
Furthermore the property must be in good condition in terms of plant and equipment must have been 
properly maintained and tenant's credit quality. The lease rate versus market rent will also impact pricing. 
When factoring in the seller financials, the pricing shifts from being based purely on the real estate value 
to a credit-based, debt-like pricing. This mean that the financial strength of the seller, who converts to a 
rent-paying tenant after the transaction, is critical to determining the economics of the sales price and the 
ultimate lease rate.  
2.2. Types of Leases 
However there are two structure of sale and leaseback transaction in the market which are operating 
lease and capital lease. A sale and leaseback transaction will normally structured as an operating lease, 
but will be considered capital lease in certain circumstances. According to Jaffe and Sirmans (1986), 
a sale and lease back is treated as a capital lease when:- 
x There is a buy back agreement written into the lease  
x There is a buy back option at a bargain price 
x The lease value is greater than 90% of the property value 
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The term lease in sale and leaseback is generally written to the requirements of the parties involved. 
The lease is typically for a number of years with renewal options. The rental payments are typically 
sufficient to amortize the price of the property over the term of the lease and yield a desired rate of return 
to the investor (Jaffe and Sirmans, 1986). However it depends on the deal between both parties in 
determining the rental to be paid by the lessee. 
In some leases require the landlord to pay these expenses, some leases require the tenant to pay them 
and others provide for various forms of sharing of the operating expenses (Geltner, et al., 2007). By 
shifting some or all of the operating expense burden to the tenant, the landlord gains the obvious 
advantage of some protection against inflation in operating costs. Broadly, the different ways of handling 
operating expenses are represented in four types of leases, which are:- 
2.2.1. Gross lease  
Where the tenant pays the rent and lessor agrees to pays all the operating expenses (Unger and Karvel, 
1987). However according to Geltner, et al., (2007), the possible exception to this is that the tenant would 
pay extraordinary repairs if they were called for under the terms of the lease. 
2.2.2. Net lease  
Which the tenant not only pay the rent but also need to pays the operating expenses either according to 
single net lease, double net lease or triple net lease. This type of lease is favored by investors who want a 
steady income without handling the problems associated with management and maintenance. However, 
even with net lease, the landlord may cover some expenses, such as the property manager’s fees and costs 
specifically associated with leasing activities (Geltner, et al., 2007). 
2.2.3. Hybrid lease  
Consist both aspects of gross and net leases, where the tenant and landlord share the payment of 
building operating expenses. This maybe done in various ways, one common approach is for certain 
specific expenses to be designated as the tenants’ responsibility while other expenses are the landlord’s 
responsibility. (David, et al., 2007) 
2.2.4. Percentage lease  
Which is based on the business of gross or net income received by the lessee. A percentage lease 
requires a minimum rent, in order to protect the lessor against a tenant closing down. Moreover, the 
percentage lease should also set out the period of time the lessee has to begin operation. Otherwise the 
lessor could receive only the minimum rent for the stretched period of time (Pivar, 1993). Furthermore, 
percentage leases contain recapture clauses, which gave right to the lessor to end the lease if the tenant 
fails to attain a particular gross revenue or income in order to protect the lessor against a poor operator 
(Unger and Karvel, 1987 and Pivar, 1993). 
3. Methodology 
The research instrument that used in research methodology was done through primary and secondary 
sources. The primary sources which were the data that originate from direct collection such as survey 
questionnaires and interviews session.  There are two types of questionnaire was prepared for this 
research which is for the investor company and corporation company side. The questionnaire for the 
Investor and Corporation Company will consist of Section A and B. Nevertheless, there were differences 
in the answer sections for each types of questionnaire. Section A, discuss on the background of the 
company and Section B consists of specific question on Sale and Leaseback transaction base on their 
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organization practice. All the data were obtained from the feedback will be analyzed and computed using 
Frequency distribution analysis and Average analysis.  
Frequency distributions analysis is a simple and straight forward way to analyze single variable data. 
This is applicable with the nature of questions which aim to obtain the frequency of the respondents in 
answering the questions.  
The formula of Frequency Analysis is as follow:- 
 
 
While average analysis is applicable to some of the questions set for the for the survey are in the form 
of Likert scale where the respondents were requested to select one of the four values which involves Not 
Important (1), Slightly Imporatant (2), Important (3) and Very Important (4). For the purpose of analysis 
each of these values has its own numerical values shown in brackets. The central tendency formula is 
introduced to obtain the mean average of the selection. This is done by multiplying the number of 
respondents with the numerical values selected on each case. The sum of this multiplication is then 
divided by the total number of respondents to obtain the mean. The formula is summarized as follows:- 
 
 
   =        ((1) x N)+ ((2) x N)+ ((3) x N)+ ((4) x N)+ ((5) x N) 
            
     Total Number of Respondents 
 
Where 
X = mean 
N = Number of Respondents 
(1) = Numerical value for  Not important 
(2) = Numerical value for Slightly Important 
(3) = Numerical value for Important 
(4) = Numerical value for Very Important 
 
The mean is then observed by using the following scale to establish the mean level of knowledge and 
perception among the professionals. 
Table 1.  Rating Scale of 4 Likert Scale 
RATING SCALE FOR AVERAGE 
INDEX DESCIPTIONS 
1.0 – 1.4 Not important 
1.5 – 2.4 Slightly important 
2.5 – 3.4 Important 
3.5 – 4.4 Very Important 
 
The data is analyzed by generating the mean of the answers provided by the respondents. It is then 
written back in terms of column chart to generate findings by using Microsoft Excel. The data will be 
Percentage (%) =  Number of respondents 
                  Total number of respondents received 
X 
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converted into percentages to make more understandable. The results is then evaluated and used in the 
findings of objectives in the study. A brief summary was produced to conclude the outcome of the survey. 
The interview session to critical reviews the discussions of professional opinion and their perspectives 
would be analysed. In addition, the secondary data that the data was collected can be found throughout 
the annual report of the companies, reference books, online journals, websites and newspapers. 
4. Results and Discussions 
The purpose of this research is to investigate the perception of Investor and Corporation Companies in 
sale and leaseback transaction in Malaysia in terms of factors that influence the corporate firms to involve 
in sale and leaseback transaction, and to determine the impacts of sale and leaseback transaction in terms 
of benefits and disadvantages of sale and leaseback.    
The Investor Companies that participated in this study are Real Estate Investment Trusts, Investment 
Companies, Pension Fund and Financial Institutions. While, the Corporation Companies that involved in 
this research was divided into three categories of activities, they are from investment, manufacturing or 
services activities. 
4.1. Factors that influence the Investor and Corporation Companies decision on their involvement in sale 
and leaseback transaction 
In order to achieve the objective of this research, the respondents were asked about the factors that 
influence their company’s decision on their involvement in sale and leaseback transaction.  
4.1.1. Investor Companies’ Perspective 
This study has identified eight factors from Investor Companies and established the followings: 
x Low risk due to long term guaranteed rental income 
x It is an opportunity to increase the property portfolio 
x Part of company investment strategy 
x To gain an ownership of marketable growth property asset at a considerably cheaper price 
x The yield on the lease is higher 
x Capitalize on the asset income (rental) of companies that is to be disposed of from their balance sheet  
x Fulfill the characteristic of good property to be invested 
x Less maintenance cost 
4.1.2. Corporation Companies’ Perspective  
This study has identified seven factors from the perspective of Corporation Companies and established 
the followings: 
x Cheapest option to raise optimal finance at least in the short term 
x To increase productivity  
x To improve Corporation Companies balance sheet 
x Part of Corporation Companies strategy  
x Attractive offer by the Investor 
x Property investment is not their expertise 
x Free up capital resources from being tied up in long term assets  
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4.2. The benefits of Sale and Leaseback transaction in Malaysia from the perspective of Investors and 
Corporation Companies 
4.2.1. Investor Companies’ Perspective 
This study has identified six benefits from the perspective of Investor Companies and established the 
followings: 
x A low risk investment 
x Long term guaranteed rental income 
x Financial (tax, insurance and operating cost) advantages 
x The asset will be well looked after 
x The Investor Companies have full autonomy on the property 
x Higher Return Rate 
4.2.2. Corporation Companies’ Perspective 
 This study has identified seven benefits from Corporation Companies and established the followings: 
x It ensures the continual use of crucial sites for its operating business for the foreseeable future. 
x It can improve its balance sheet and credit standing 
x It eliminates debt and frees up equity either to distribute to shareholders or to use in a more effective, 
advantageous way 
x It can obtain greater returns in its core operational business than it can from the ownership of real 
estate 
x It serve as an alternative to Conventional Financing 
x Avoidance of Debt Restrictions 
x Renewal or Repurchase Opportunity 
4.3. The disadvantages of Sale and Leaseback transaction in Malaysia from the perspective of Investors 
and Corporation Companies 
4.3.1. Investor Companies’ Perspective 
This study has identified seven disadvantages from Investor Companies and established the 
followings: 
x Fixed rental returns do not necessarily appreciate in line with capital growth   
x The Investor Companies are tied into the credit rating and business management ability of the seller-
lessee (Unger and Karvel, 1987) 
x Some schemes may not be that flexible in terms of personal usage 
x Lower Yield 
x Standard in Maintaining the property  
x Required Property Management  
x Higher Administrative Costs 
4.3.2. Corporation Companies’ Perspective  
This study has identified seven disadvantages from Corporation Companies and established the 
followings: 
x Higher Cost of Financing 
x Serious financial problem resulting from the high fixed rentals 
x Loss of flexibility on the property 
x Does not receive the benefit of appreciation in the value of the property 
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x Restricted under the terms of the agreement 
x Risk of Buyer Bankruptcy 
x Transaction Costs 
5. Conclusions 
Sale and leaseback often to be the opportunity cost issue for the Corporation Companies as the seller, 
especially either lease payments or cost of capital invested in owned building. Exchanging an owned 
facility for a leased one generally results in increased rent and occupancy expenses which intendeds to 
occupy its business for the long term. While, Sale and Leaseback is opportunity for the Investor 
Companies to increase their property portfolio with low risk due to long term guaranteed rental income.   
The Sale and Leaseback may be an excellent way for a Corporation Company to use real estate that is 
important to its operations for the foreseeable future, while allowing the company to free up debt and 
achieve some of the various advantages listed earlier. Ideally, a careful analysis of the long term effects of 
selling and leasing back should be performed before such a transaction is approved so that the transaction 
is carried out at the maximized value and the company’s operational interests are adequately protected 
during the term of the lease.  
These researches are based on the companies’ practice level of sale and leaseback transaction in 
Malaysia. Lastly, it can be concluded that the sale and leaseback from the perspective of Investor 
Companies base on the key findings of the research are: 
x The results show that each of the Investor Companies had its own investment objective and  strategy in 
proposed acquisition through sale and leaseback transaction 
x The transaction usually involved a double or triple net lease arrangement. 
x Most of the Corporation Companies were given an option by the Investor Companies to renew the 
Lease upon notice in writing not less than 6 months before the expiration of the Lease Term at a 
revised monthly rental rate to be mutually agreed by the parties and upon the same terms and 
conditions of the Agreement for Lease  
x Some Investor Companies are given the option of repurchasing the property by their lessees upon 
expiration of the Lease Term.  
While, the key findings from the perspective of Corporation companies are:- 
x The results show that most of the Corporation Companies’ backgrounds were from the manufacturing, 
sales and client services. They are not property investment or development companies. 
x The proposed disposals of the subject properties will enable the Corporation Companies to unlock 
their capital resources from being tied up in long term assets and allow this corporation companies to 
focus on their core activities.  
x Some of the sale and leaseback agreements stated the options for repurchasing or to renewing the lease 
before the expiration of the lease term and upon the same terms and conditions of the agreement for 
lease or agreement to purchase. 
x  Apparently there were no problems to the Corporation Companies during the sale and leaseback 
transaction of the property.  
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